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Abstract 
In Romania, as well as in other Central and Eastern Europe countries, the recent financial crisis has halted the economic growth 
trend, revealing major structural vulnerabilities. This research aims to identify whether bad economic policies adopted in times of 
economic expansion could lead to limited options of stimulating the economy in times of recession. In pursuit of this objective, the 
author analyzed the evolution of Romania’s main macroeconomic indicators during economic boom, the crisis and the post-crisis 
period. Following the empirical analysis, the author expects to point out the main weaknesses of the economy and to determine 
whether the nature of the economic policies adopted during the pre-crisis period exposed the Romanian economy further more to 
the negative effects of the economic crisis in 2007-2008 time period. 
© 2015 The Authors. Published by Elsevier B.V. 
Peer-review under responsibility of IISES-International Institute for Social and Economics Sciences. 
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1. Introduction. Literature Review 
In this paper, macroeconomic vulnerability is defined as being the dependency of both central government 
administration and private sectors to foreign capital, as a result of government and commercial deficits. The research 
is mainly based on the role of public policies in preventing economic fluctuations and on the manner that these actions 
can contribute to a sustainable economic growth model without accumulating new macroeconomic deficits. 
The study is part of some broader similar academic debates. The empirical approach is based on the Keynesian 
approach, according to which the consumption is determined by the current income and the aggregate demand 
determines the final output. In this context, fiscal policies can have a multiplier effect on the economic growth. 
Similar research was conducted by Shikha Jha et. all (2014). The authors examined the effectiveness of 
countercyclical fiscal policies at the level of ten emerging economies of Asia, in order to assess to what extent 
countercyclical policies can support economic growth rates. Their analysis is based on identifying the shocks 
determined by the relationship between the fiscal and non-fiscal variables, using a VAR model. The main results of 
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the authors suggest that tax cuts have a greater countercyclical impact and that it can stimulate the economic activity 
more effectively than increasing public spending. 
Perotti (1999) evaluated the effects of fiscal shocks on private consumption, both in times of fiscal stress and in 
regular times. Perroti’s research was based empirically on a series of economies that presented major macroeconomic 
imbalances (both public debts and fiscal deficits), which had to conduct fiscal consolidation programs. Contrary to 
initial expectations, the results revealed that, in many cases, the private consumption grew during fiscal adjustment 
periods, and that the shock on government revenues was different compared to regular times. 
2. The regional impact of the financial crisis 
Romania’s economy dependency for external flows, starting the year 2000, appeared with the development of a 
growth model based on external sources of credit, with increased liquidity on financial markets, country risk reduction 
(due to macro stabilization of the economy and the UE accession, full liberalization of the capital account), but also 
because of some local speculative booms. This growth model proved itself to be unsustainable for Romania and other 
emerging countries of Central and Eastern Europe when the financial crisis spread. The turbulence and uncertainty in 
financial markets led to a dramatic decrease of liquidity and also to a lower confidence of foreign investors for local 
assets. 
The economic crisis of 2007 proved itself to be one of the worst period of recessions in economic history due to 
the global character and rhythm through which the negative effects flowed almost simultaneously in world-wide. The 
recession manifested itself even more in the developed economies, characterized by a larger degree of financial 
interconnection and higher development of foreign trade. According to the World Bank's data, global production fell 
by 5.26% between 2008 and 2009. In nominal terms, this equals to a reduction of 3.25 trillion dollars of the world 
production, which translated into the biggest recession in the post-war era. 
But the impact of the financial crisis did not lead to the collapse of the banking systems, or to the inflation growth 
in a fast pace or to exchange rates crashes in Romania or in other countries of Central and Eastern Europe. The reasons 
why these situations were avoided, unlike previous crises in emerging economies, are that although countries 
experienced macroeconomic imbalances, financial sectors have remained relatively unaffected by toxic assets and 
except Latvia, there were no significant outflows of capital on regional level. One of reason for the lack of defaults in 
the banking sector was the financial stabilization policy coordination between national authorities, international 
organizations and banking market actors (Buşega, Dachin, 2014). 
Eastern European experiences to the effects of spillover of the economic crisis can be a reference element to the 
economical evolution of Romania, in the means of observing the manner in which the autochthonous economic course 
had common tendencies and which were the differences to the rest of the countries with similar economic structures. 
 
 
Fig. 1. The budget balance and current account balance in 2007 (% of GDP) 
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Source: author's graphical representation based on Eurostat data; 
 
In figure 1 it can be observed that most of the countries of Central and Eastern Europe recorded at the begining of 
the economic crisis current account and public finance deficits, as a result of unfinished reforms and low 
competitiveness in relation to European Union economic partners. The main channel of economic growth of these 
countries was the irrational consumption based on imports and risky credids, which led in most countries to current 
account deficits.  Most developed economies in CEE, like Poland, Slovakia and Slovenia have managed to avoid this 
trend focusing on both developing the export sector and strengthening the internal market. Also, fiscal policies before 
the crisis were strongly cyclical, accumulating large budget deficits. The only countries from the region that in 2007 
had a stronger fiscal position were Bulgaria and Estonia. Meanwhile, the contagion effect of financial and economic 
shocks began to be felt in the banking sector and in the real economy, through increases in unemployment, fall of 
industrial production and consumption, increasing insolvencies and non performing credits. 
 
 
Fig. 2. Differential impact of the economic crisis in EU economies 
Source: author's computation and graphical representation based on Eurostat data; 
 
The average economic growth rate of the group of eight member states of Eastern Europe (Bulgaria, Czech 
Republic, Croatia, Hungary, Romania, Poland, Slovakia and Slovenia) from 2000 to 2013 was 2.9% (superior by 1.5 
percentage points compared to the EU average, and by 1.8 percentage points compared to the euro area average). 
Butthe CEE economies faced the most acute fall in terms of growth in the European Union (the largest downfall were 
recorded in the Baltic states) which indicates a relative lack of maturity of the economic policies adopted in these 
states. A significant difference can be noted in Poland’s case, being the only economy with no recession in any year 
of the period under review.  
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Table 1. Growth rate in Central and Eastern Europe (2000-2013) 
 Bulgaria Croatia Poland Czech Republic Romania Slovakia Slovenia Hungary 
Mean 3,61 1,86 3,67 2,74 3,66 3,99 2,07 1,81 
Standard 
Deviation 3,54 3,72 1,85 3,18 4,03 3,67 3,84 3,17 
Range 12,2 12,3 5,6 11,5 15,1 15,4 14,9 11,6 
Minimum -5,5 -6,9 1,2 -4,5 -6,6 -4,9 -7,9 -6,8 
Maximum 6,7 5,4 6,8 7 8,5 10,5 7 4,8 
Sum 50,5 26 51,4 38,4 51,3 55,9 29 25,3 
Source: author's computation based on Eurostat data; 
 
3. Romanian economy's structural deficiencies in the pre-crisis period 
Romania's economy falls into the category of countries with macroeconomic developments with a high degree of 
volatility due to the economic overheating in the pre-crisis period. It turned out that the period of high economic 
growth has not been sustained by the real economy, but rather was based more on a nominal increase. Thus, after a 
period of sustained economic growth (5.8% on average per year between 2000-2008) which has placed the Romanian 
economy in Europe’s top in terms of economic growth rate, Romania has recorded one of the greater economic 
correction: -6.6%2. 
Thus, after eight years of economic progress in macrostabilization of the Romanian economy, the global financial 
and economic crisis has revealed structural imbalances and economic vulnerabilities, rooted in a large unfinished 
reform agenda of the government. Reduced economic activity in Romania can be attributed to the decline in private 
sector lending, the sharp fall in exports, lower investment and to the fact that the boom period in certain economic 
sectors has ended long before the beginning of the crisis. 
 
 
Fig. 3. Evolution of the output gap over the 2000-2014 period in Romania 
Source: author's computation using quarterly data and Hodrick-Prescott filter, based on Eurostat data; 
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Between 2008 and 2010, Romania was engaged in the difficult task of undertakeing a fiscal consolidation in a short 
term. It also had to address the social costs of the crisis and restore the economic growth sources, all with the support 
of international financial institutions. In this context Romania has requested financial assistance of the international 
institutions, in order to address to the economic crisis effects and to expand and deepen the structural reform program 
for recovery and economic growth. 
 
 
Fig. 4. Nature of fiscal policy over the 2000-2014 period in Romania 
Source: author's computation and graphical representation based on European Commission (DG ECFIN Economic Forecasts) 
 
Fighting the crisis could be achieved more easily if fiscal policies adopted in the years before the crisis would have 
been anti-cyclical. Preventive policies could allow policy makers the fiscal space needed for economic recovery in 
times of crisis. But for the most part, the fiscal policy that was adopted was strongly pro-cyclical: (1) in the period of 
economic expansion, when an inflationary gap was registered, it was better that the gouverment spending be more 
temperate, in order not to cause additional inflation pressures and the overheating of the economy; (2) during the crisis 
period, when the economy was in a recessionary gap, restrictive measures have been implemented (2009-2011) that 
limited even further the possibilities of economic recovery. 
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Fig. 5. Employment rate evolution (15 to 64 years)  
Source: author's computation based on Eurostat data; 
 
 
Fig. 6. Government main aggregates (% of GDP) 
Source: author's computation based on Eurostat data; 
Thus, in the absence of viable lending sources, quantitative fiscal adjustment policies were adopted (VAT increase, 
introduction of flat-rate tax, etc.) which had similar effect as the recession: loss of jobs (employment rate fell by 4 
percentage points in 2008-2010 period), decreased revenues to the central budget. It also greatly affected the business 
environment, as the number of active enterprises decreased by 18.5% between 2008-2011. 
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Fig. 7. “Twin deficits” of Romania during 2000-2013 (million euro) 
Source: author's computation and graphical representation based on Eurostat data; 
It becomes clear that the spillover effects of the economic crisis overlapped a series of domestic macroeconomic 
imbalances as a result of unsustainable economic policies of pre-crisis period. This statement is sustained by the review 
of the components of Romania's balance of payments and fiscal management (Socol, 2013). The negative development 
of the budget balance in the analyzed period was accompanied also by the worsening of Romania's current account, 
situation which led to a series of twin deficits in the Romanian economy. This, in turn led to a high dependence of 
foreign capital and to a rigid public budget, which resulted in one of the toughest fiscal adjustment programs of the 
European Union. 
The evolutions of the current account in the period 2000-2013 shows the trade deficit of the Romanian economy in 
relation to external partners. At beggining of the analyzed period the current account balance represented -3.6% of 
GDP, it fell to -13.4% in 2008, being one of the biggest weaknesses of the economy. The economic crisis has caused 
an extreme adjustment process. The deficit reached 1.1% in 2013, the lowest value throughout the analyzed period. 
 
 
Fig. 8. Current account evolution in Romania (million euro) 
Source: Eurostat; 
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A similar situation, in terms of dependence on foreign capital and lack of competitiveness (which could not be 
artificialy adjusted using exchange rates), was represented by the countries of the southern flank of Europe plus Ireland 
(group called PIIGS). The main cause of deepening economic crisis in the Eurozone was the private sector's external 
deficits (3). Given the lower competitiveness relative to the Eurozone core (ratio of the nominal wage and labor 
productivity) PIIGS countries have not been able to balance their trade balances amid the private funds of the core 
Eurozone, with the emergence of  the economic crisis (Croitoru, 2012). The lack of private funds was compensated by 
public funds, which induced an increase in budget deficits and also led to high sovereign debt crisis. 
In Romania, the current account deficit during this period was only partially covered by capital investments and by 
the Romanian’s remittances (current transfers). Viewed from the perspective of foreign direct investment, these 
covered the current account deficit in only two years (2004 and 2013). 
 
 
Fig. 9. Financing the current account (% of current balance; throght FDI – blue column; throught current transfers – green column) 
Source: author's computation and graphical representation based on Eurostat data; 
Although foreign direct investments had the "role" to induce the increase of productive capacity of local economy 
based on know-how, and to produce new jobs and to modernize technical capital, this did not happen. Except for a 
few cases in areas such as automotive, metallurgy, telecommunications or hydrocarbon exploration (where foreign 
direct investment has led to some significant exports contributing to lowering of deficits), most FDI had increased 
consumption based on import (eg construction of malls and hypermarkets) or fueled the property bubble. Thus 
Romania has become a place of cargo sale and marketing activities (Marinas, 2011). 
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Fig. 10. The stock of foreign direct investment flows and their variation previous year 
Source: author's computation and graphical representation based on The National Bank of Romania data; 
FDI inflows were strongly influenced by the evolution of the Romanian economy and by the evolution of the 
country of origin of the capital economy. If in 2007 and 2008 there were record high levels of FDI inflows, they went 
into decline in the coming years. After the quiet period (2010-2012), better post-crisis macroeconomic indicators 
restored confidence of foreign investors and led to covering the current account balance at a rate of 178.5%. 
 
 
Fig. 11. Extern debt evolution (% of GDP) 
Source: National Bank of Romania 
 Today Romania is still heavily dependent on external capital to roll back the external debt accumulated in 
2007-2010. Stand-by arrangements with the IMF, World Bank, European Commission or other private entities, which 
are needed to stabilize the economy and the exchange rate, have determined an increased by 25 percentage points of 
the public debt in the period 2008-2013 . Until the escalating of the direct and guaranteed debt, in can be noticed in 
the period 2004-2007 the incresage of the private external debt to about 40% of the GDP. Although the debt-to-GDP 
ratio of about 38.4% is among the lowest in the European Union, its growth rate was something to take into 
consideration for the sustenability of the public debt. 
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Fig. 12. Annual growth rate of government debt in 2007-2013 (% of GDP) 
Source: Eurostat; 
The alarming growth rate of the public debt was stabilized in 2012-2013 around the value of 38% of GDP, but the 
debt accumulated in the past takes its toll in government spending. 
 
Table 2. Share of short-term external debt service in public spending 
 2005 2006 2007 2008 2009 2010 2011 2012 2013 
Public debt service as a share of 
government spending 7,3% 5,3% 4,4% 4,9% 3,7% 4,9% 5,4% 
11,2
% 20,2% 
Source: author's computation based on Eurostat and The National Bank of Romania data; 
 
Although the Central Bank intervened during the economic crisis in order to stabilize the national currency, the 
foreign currency reserves of Romania were maintained at a comfortable level. Thus, the ratio between the amount of 
reserves and the gross external financing necesary, was in between 118% and 432% between 2004 and 2013 (with an 
average of 180.06%). Also, at the end of 2013, the exchange reserves could cover up 5.9 months of imports of goods 
and services. From this perspective, Romania has not recorded major vulnerabilities to external financial shocks. 
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Fig. 13. Romania's foreign exchange reserves and gross external financing needs 
Source: Own computation based on The National Bank of Romania data; 
The empirical results are supported by similar studies conducted on the Romanian economy. Socol (2013) assessed 
the sustainability of public debt in the 2007-2008 financial crisis context and the problem of current account 
sustainability, fiscal policy and the relationships between them. The main results indicate that external deficits 
represented further pressures on fiscal deficits in the economy, Romania being one of the economies that required the 
generation of new primary fiscal surpluses in order to stabilize the public debt to a sustainable level. Also, Dumitru 
(2012) analyzed the pattern of growth of Romania in the pre-crisis period. According to him, its rapid economic growth 
rate was based on two components: (1) a sustainable component, reflecting a process of real convergence with the 
euro zone (2) and one unsustainable, due to excess aggregate demand (exuberant consumption and investment 
behavior). He propoused the need to implement prudent fiscal policies (fiscal rules and the usage of limits of the public 
debt) in order to improve the situation of public finances in the long run. 
4. Conclusions 
Impact of the crisis in Romania and in the countries of Central and Eastern Europe was interpreted as a contagion 
effect, but also as a shock that operated corrections on unsustainable sources of economic growth. In the absence of 
financial buffers in the private sector and of public budget surpluses, the uncertainty in the financial markets has 
significantly affected the real economy of Romania. The evolution of macroeconomic indicators show that the global 
financial turmoil have overlapped Romanian economy that was overheated and with large macroeconomic deficits, 
both in private and public environment. It is noted in this regard: irrational behavior in terms of strongly procyclical 
fiscal policies (fiscal space needed to stimulate the economy was consumed before the crisis); significant deficit of the 
current account as a result of speculative tenditions of FDI and the fact that they have promoted consumption based 
on imports rather than increasing productivity capacity of the Romanian economy; the long series of structural reforms 
that were not completed or in some cases not even started. 
Macroeconomic imbalances (private or public) have been masked by the relatively high rate of growth, temporarily 
higher government revenues (due to the rising of domestic consumption of goods and services) and by the optimism 
of joining the European Union. But all the structural flaws of the domestic economy exploded when the economic 
crisis has installed through various transmission channels: exports, foreign direct investment and foreign transfers were 
significantly reduced during 2008-2009. Moreover, the effects of the imported crisis were accompanied by fiscal 
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consolidation policies, such as the introduction of flat-rate tax, VAT increase to 24%, generalized decline in wages for 
those employed in state institutions, etc. 
Macrostabilization and resumption of the economic growth rates in the pre-crisis period from 2013 could mean for 
the Romanian economy the opportunity for structural reforms necessary to promote local economic productivity, 
developing mechanisms of "immunization" of the impact of external shocks and placing on new foundations, 
sustainable ones, and the growth model. 
Note 
(1) within the time period 2000-2008 the average economic growth rate was of 4.7%, while in 2009 the group of 
Eastern European countries recorded an average growth rate of -5.2% (Bulgaria: +5.8 in 2000-2008, with a fall of -
5.5% in 2009, Czech Republic: +4.5 between 2000-2008, with a fall of -4.5% in 2009, Croatia: +4.3 between 2000-
2008, with a fall of -6.9% in 2009, Hungary: +3.3% between 2000-2008, with a fall of -6.8%; Slovakia : +5.6% 
between 2000-2008, with a fall of -4.9%). 
(2) In the analyzed period only the Baltic countries: Latvia (7.2%), Lithuania (7%) and Estonia (6.6%) had a better 
development of the growth rate of GDP compared to Romania 
(3) In the economic literature there are enough examples of cases in which private deficit may coexist with small 
deficits or public debts and it can, at any moment, generate a massive economic crisis. This was characteristic to PIIGS 
countries (except Greece in terms of public deficit and Italy regarding the current account deficit). 
Acknowledgement 
This work was cofinanced from the European Social Fund through Sectoral Operational Programme Human 
Resources Development 2007-2013, project number POSDRU/159/1.5/S/142115 „Performance and excellence in 
doctoral and postdoctoral research in Romanian economics science domain”  
References 
Lucian Croitoru, 2012, "Eurozone: A truth that does not pleases" (Zona Euro: Un adevar care nu convine); Journal OEconomica, Romanian Society 
for Economic Science, Issue 03/ September. 
Buşega Ionut, Dachin Anca, 2014, Aspects of structural adjustments în CEE countries during the economic crisis (Aspecte ale ajustărilor structurale 
în țările Europei Centrale și de Est în timpul crizei economice), working paper presented in 21 Novembre at the International Conference „Post-
Crisis Developments în Economics”, Bucharest; 
Dumitru Ionut, 2012, Revaluation the model of economic growth in Romania - lessons and consequences of the crisis, (Reevaluarea modelului de 
creştere economică în România – lecţii şi consecinţe ale crizei), presentation at the Conference "Financing the national economy", Bucharest; 
Shikha Jha, Sushant K. Mallick, Donghyun Park, Pilipinas F., Effectiveness of countercyclical fiscal policy Quising: Evidence from Developing 
Asia, Journal of Macroeconomics 40 (2014) 82-98; 
Socol Aura, 2013, Debt sustainability in the financial crisis (Sustenabilitatea datoriei publice în contextul crizei financiare), Theoretical and Applied 
Economics, Volume XX (2013), No. 3 (580), pp. 4-14; 
Socol Cristian, 2013, Fiscal Compact to Romania. Development and Discipline (Romania spre Compactul Fiscal. Dezvoltare și Disciplina), 
Economic Publishing House, Bucharest; 
Socol Cristian, 2013, Quantitative versus qualitative fiscal adjustment in Romania (Cantitativ versus calitativ în ajustarea fiscală din România), 
Theoretical and Applied Economics Volume XIX (2012), No. 2 (567), pp. 3-9; 
Roberto Perotti, Fiscal Policy in Good Times and Bad, The Quarterly Journal of Economics (1999) 114 (4): 1399-1436; 
 
Marius-Corneliu Marinas, 2013, Real convergence and synchronization of business cycles in the euro area (Convergenta reala si sincronizarea 
ciclurilor de afaceri cu zona euro), ASE Publishing House, Bucharest, 2013; 
 
 
